
.
&h~A

As of October 2007 settlement.

The total amount left in Character
& Reassessment) $91,651.57

In 2006 the actual Character 1 usage amount was $561,3~~.16. This amount reflects
Perry Township being short 2 employees for most ofthelYF. One was not replaced for 8
full months, the other for 9 full months in 2006. I I

Also in 2006 our budget included $110,800.00 in unUSedl ~haracter 1 funds that was
given back so that other townships may fully fund their ~aYroll and to make up for a
shortfall in County Reassessment funds. Had we receivefi pur full budget from last year,
we would not be asking for an increased allocation, but b~ ~ving back funds.

This shortfall will reoccur with the 2008 budget as our Character I funds were not
increased when this was brought up during the budget process.
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Standard & Poor's Ratings Services has revised the city's outlook to stable from negative. The
stable outlook reflects the return to a structurally balanced budget and the plan to fund the city's
unfunded pension liability. The outlook on various other obligations secured by the city's property
tax pledge or moral obligation pledge have also returned to stable. The 'MA' ICR reflects the
city's:

0
0
0

Deep and diverse economy exhibiting stability and consistent growth;
Continued above average financial position; and
Prudent management, which continues to address fiscal challenges despite
political difficulties.

As a result of House Bill 1478, the state legislature in 2007 gave local municipalities the ability to
increase the local income tax to compensate for lost revenue due to property tax caps that were
adopted in the 2006 legislative session. By special resolution this past summer, the city-county
council increased the county option income tax to 1.65% from 1 %. The increase, estimated at
$87 million, will be dedicated to fund public safety and criminal justice and thus relieve the 2008
budget from significant expenditure pressure in this area. As a result of the increased income tax
revenues, the city was able to adopt a structurally balanced fiscal 2008 budget. As well, the city
plans to issue pension obligation bonds secured by income tax revenues in the first quarter of
fiscal 2008 to fund its unfunded $450 million police and fire pension liability.

Despite having one of the more diverse and steadily growing economies in the Midwest,
Indianapolis had been unable to capitalize on this strength because its allowable revenues were
not able to fully benefit from this growth. Although the unreserved general fund balance has
remained above average-unreserved general fund balance was at 27% of expenditures, based
on fiscal 2006 audited results-structural deficits have grown each year, and tax caps passed by
the state legislature in 2006 worsened the problem.

The current proposal by the Governor to increase the property tax cap to 1 % across the state and
replace the school operating revenues with a state-wide 1 % increase in the sales tax, would likely
impact the city's future property tax revenues like it would all units of government, however it is
still unclear whether the proposal will be adopted and in what manner the final property tax reform
will impact local municipalities. S&P will review all municipalities on a case by case basis once
the reform has been adopted to see the credit impact. As part of the city-county's 2008 budget
the city-county council mandated a property tax freeze for two years on all local taxing units
within the county except for the schools. This measure is also important given that the county has
been required by the state to reassess all of the property within the county and had to base its
2008 tax rate on the 2006 payable 2007 property tax assessment.

The city's overall debt burden is average at 4.66%of market value and $2,521 per capita, due to
heavy school district issuance. Net direct debt as a percent of market value is considered
average as is net direct debt per capita at $1,029. Debt service of $94 million equaled roughly
12.5% of governmental expenditures in 2006. While the pension bonds should add another $30
million in annual debt service, this would still be considered manageable; the city steadily shifted
away from property tax funding for infrastructure needs during the 1990s, and this is expected to
remain the case. As well, the pension obligation bonds will be secured with a first lien on the
county option income tax. The city's other postemployment benefits are very manageable, as
retiree health care cost subsidies exist just for police and fire employees and their spouses until
the age of 65; the city's subsidy is capped at $1.2 million annually. In addition, the obligation to
provide this subsidy exists only as a term of the current labor agreement.

OUTLOOK
The return to stable from negative is based on the city's ability to increase the county option
income tax and adopt a structurally balance fiscal 2008 budget. The city-county council has also
approved plans to issue pension obligation bonds in 2008 to fund its unfunded police and fire



pension liability. The depth and diversity of the city's economic base also lend stability to the
rating.

Economv: Stron2. with mature. diverse tax base
Indianapolis' strong economy is underpinned by its large transportation network, which includes
extensive highway and rail access; an average cost of living and affordability factor; and a
maturity and diversity of its base and of the city, all of which make the city a desirable location for
investment. Indianapolis' population growth has recently stabilized to an estimated 2006
population of roughly 785,000. Marion County's estimated population was a little over 864,500 in
2006. The strength of the city's employment base is reflected by jobs being created faster than
the losses that are being experienced, mostly in the manufacturing sector. As of July 2007, total
employment grew 1.8% year-over-year. The highest gains were in the leisure and hospitality,
construction, natural resources and mining, and government sectors. Global Insight predicts that
total employment in 2007 will advance 1.2% and should continue with average annual gains of
1.6% through 2011 . The strongest sectors in the next five years are projected to be education
and health services (up 3.0%) and transportation, trade, and utilities (up 2.2%). All sectors are
expected to see growth over the forecast period except for manufacturing.

The city's economic base reflects the nation's relative dispersion of jobs, led by the trade and
services sectors. Manufacturing accounts for about 11 % of jobs, which is low compared with the
state and the Great lakes metropolitan areas. Transportation companies dominate the
manufacturing base. The city (4.8%) and county (4.9%) unemployment rates in 2006 were slightly
above the nation (4.6%), but just below the state's average (5.0%). WeliPoint, a health
insurance company, opened a new facility in 2007 which the company predicts will employ an
additional 900. In 2006, Rolls-Royce announced that it will expand operations increase
employment by 600.

The leading employers are:
" Eli Lilly & Co. (14,000 employees),
" Clarian Health Partners (7,503),
. Community Health Network (7,500),
. IUPUI (7,066),
" FedEx Corp. (6,311),
" St. Vincenfs Hospital (6,000),
" Rolls-Royce Motor Cars Ltd. (4,000),
. Allison Transmission (4,000),
" AT&T Indiana (3,500), and
" Well Point (3,000).

Countywide income levels remain consistent with national averages. Marion County's 2006 per
capita effective buying income (EBI) was $20,296, which was 102.6% of the national level.
Median household EBI was $39,084, or 96.4% of the national level, in 2006. Per capita retail
sales were 120.0% of the national level in 2006.

AV has stagnated and declined since the statewide reassessment in 2003, to $39.63 million in
2005 from $41.82 million in 2003. This is the result of tax appeals and the phasing out of
inventory taxes. However, aside from inflationary increases, the city is not likely to experience
much growth in AV, since it is nearly built out. Due to inaccuracies in the valuations calculated as
part of the new annual trending process (revalue to more closely reflect sales data) in the county,
the governor ordered a reassessment of all property in Marion County for 2006 pay 2007
valuations. The reassessment must be completed by February 1, 2008. The tax base is not
concentrated, with the 10 leading taxpayers representing less than 10% of A V.

INSERT TABLE 1
Finances: Bud2et returns to structural balance
Fiscal 2008 budget for the city-county budget totals $1.045 billion, an increase of just 0.2% ($1.87



million) over the fiscal 2007 budget of $1.043 billion. Of the total city county budget, 55% of
expenditures are for public safety and criminal justice, 15% for public works, 10% for child
services and 7% for executive, legislation and administration. The adopted 2008 city budget has
$683 million in revenues, an increase of $53.55 million over the 2007 budget. At the same time,
the county budget totals $421.56 million, which represents a decrease of $22 million over the
county's 2007 budgeted revenues. The 2008 budget included $87 million in new revenues due to
the increase in the Income tax rate to 1.65% from 1 %. The new revenues have been earmarked
for funding public safety and criminal justice including the hiring of 100 new police officers. The
2008 highlights include a $50.4 million decrease in the property tax levy due to a reduction in the
child welfare debt service ($35 million was paid down in 2007) and the use of the local option
income tax to offset the levies for the county general, consolidated county, TIF replacement, city
and cumulative capital funds. The budget also included $30 million to fund the pensions.

The 2008 budget was impacted by the reassessment that was ordered by the Governor earlier
this summer. The council based its tax rates off of the 2006 assessment. Part of the budget
resolution also mandated a tax freeze for two years by all local taxing units within the countY
except for the schools. The council will rely on income tax growth to replace any growth that city-
county should have had in the property tax levies. The city projects its fund balance at the end of
2008 to total $131.3 million in all funds, an increase of $10.36 million over the projected ending
2007 budgetary fund balance for all funds.

In 2007. the Mayor continued the cost-cutting measures. The city has cut over $83 million out of
its budget over the last 4 years. There continues to be a hiring freeze for all non-public safety
agencies across the city and county. The original 2007 budget for the city totaled $629.5 million.
The city appropriated $22.4 million from the 2006 unreserved fund balance to balance the 2007
budget. As of 8/31/07. the city is at 70.4% of its budgeted expenditures including encumbrances
the total city-county budget has 29.1% available. The total 2007 budgetary fund balance of all
funds is projected by the city to be $120.95 million.

The city's fiscal 2006 audit showed a $7.35 million operating defICit after transfers out bringing the
ending fund balance to $210.26 million, or an above average 41.6% of operating expenditures.
The unreserved general fund balance of $136.6 million. was also above average at 27.9% of
operations. General fund revenues came in $25.6 million over budgeted estimates while general
fund expenditures were underspent by $12.3 million. On a total governmental basis. net assets
increased by $2.7 million, bringing the net asset position to $884 million. The net asset position
Includes the negative $354.5 million unrestricted deficit due mainly to the unfunded net pension
obligation. Property taxes accounted for 61.2% of total revenues followed by income taxes at
15.8% and other taxes at 8.5% of total revenues.

Financial Mana2e~nt Assessment: 'Good'
Indianapolis' management practices are considered good under Standard & Poor's Financial
Management Assessment (FMA) methodology. An FMA of good indicates that practices exist in
most areas, although not all may be formalized or regularly monitored by governance officials.
Revenue and expenditure assumptions are generally well founded as most revenues (property
taxes and income taxes) and expenditures (labor costs) are known before the budget Is adopted
The city monitors budget to actual performance and reports to the city-county council on a
monthly basis. In 2005, the Indianapolis Chamber of Commerce assisted the city, county, and
other taxing districts with the preparation of a five-year long-range forecast for the first time. The
forecast used historical trends and pending challenges to prepare the projections; it specifically
identified the budget effect of pending challenges and also examined the effect of current trends
on fund balance levels. The city and county intend to update the forecast annually. The city also
has a fIVe-year capital improvement program that specifies funding sources and is updated
semiannually. The city has a formally adopted investment policy that is monitored quarterly by
administration officials, although little information outside of earnings is formally shared with the
citv-county council on a periodic basis. Debt policies include guidelines for refundings and



appropriate amortization lengths, as well as a comprehensive derivatives policy that requires
monthly monitoring of any such products. The city has no targeted fund balance policy at this
time, although the Chamber of Commerce has recommended a level equal to 10% of
expenditures.

Debt Derivative Profile
The city has entered into a floating to fixed-rate swap agreement that currently hedges the 2002F
moral obligation bonds ('AAA/A-1+',SPUR 'AA'); total notional amount of $128.905 million. The
city also has a floating to fixed rate swap on the 2003A redevelopment district's taxable junior
subordinate tax increment revenue refunding notes (has city's moral obligation pledge); total
notional amount of $14.6 million. The 2002F swaps is with Bear Stearns Financial Products (rated
'AAA') and with Bank One, NA (merged with JP Morgan Chase Bank, NA rated 'AA-', with MBIA
'AAA' insurance). The 2003A swap is with Key Bank (rated 'A').

Following a review of Indianapolis's three outstanding swaps, the city has been assigned a
Standard & Poor's Debt Derivative Profile (DDP) overall score of '1.5' on a scale of '1' to '4', with
'1' representing the lowest risk and '4' the highest.

The overall score of '1.5' reflects very low risk and reflects the following:

. Highly rated swap counterparties that are all required to post collateral before a credit
event occurs;
The above average economic viability of the swap portfolio over stressful economic
cycles;
Minimal termination risk; and
Good management oversight with a formally adopted swap management policy..

The city is recently adopted a swap management policy and the swap portfolio is actively
managed internally. Economic viability is above average as the swaps on the 2002F bonds are at
74% of Ll80R and the swap on the 2003A bonds is based on 8MA; which should have above
average performance over stressful economic cycles. Indianapolis's three swap counterparties
are all highly rated, all of which covenant to post collateral, thereby presenting minimal
counterparty risk to the city. The 2002F swaps have a collateral posting event for the city if the
rating on the bonds was downgraded to '888+' and a credit event if the city's long-term senior
unsecured rating (GO rated 'AAA') fell below 'A-'. The 2003A swap agreement does not list any
additional termination events. There is negligible involuntary termination risk under the swaps due
to very broad ratings trigger spread. S&P is not factoring in the value at risk as a contingent
liability at this time due to the remoteness of involuntary termination.


